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§229.303 (Item 303) Management’s dis-
cussion and analysis of financial
condition and results of operations.

(a) Objective. The objective of the dis-
cussion and analysis is to provide ma-
terial information relevant to an as-
sessment of the financial condition and
results of operations of the registrant
including an evaluation of the amounts
and certainty of cash flows from oper-
ations and from outside sources. The
discussion and analysis must focus spe-
cifically on material events and uncer-
tainties known to management that
are reasonably likely to cause reported
financial information not to be nec-
essarily indicative of future operating
results or of future financial condition.
This includes descriptions and amounts
of matters that have had a material
impact on reported operations, as well
as matters that are reasonably likely
based on management’s assessment to
have a material impact on future oper-
ations. The discussion and analysis
must be of the financial statements
and other statistical data that the reg-
istrant believes will enhance a reader’s
understanding of the registrant’s finan-
cial condition, cash flows and other
changes in financial condition and re-
sults of operations. A discussion and
analysis that meets the requirements
of this paragraph (a) is expected to bet-
ter allow investors to view the reg-
istrant from management’s perspec-
tive.

(b) Full fiscal years. The discussion of
financial condition, changes in finan-
cial condition and results of operations
must provide information as specified
in paragraphs (b)(1) through (3) of this
section and such other information
that the registrant believes to be nec-
essary to an understanding of its finan-
cial condition, changes in financial
condition and results of operations.
Where the financial statements reflect
material changes from period-to-period
in one or more line items, including
where material changes within a line
item offset one another, describe the
underlying reasons for these material
changes in quantitative and qualitative
terms. Where in the registrant’s judg-
ment a discussion of segment informa-
tion and/or of other subdivisions (e.g.,
geographic areas, product lines) of the
registrant’s business would be nec-
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essary to an understanding of such
business, the discussion must focus on
each relevant reportable segment and/
or other subdivision of the business and
on the registrant as a whole.

(1) Ligquidity and capital resources.
Analyze the registrant’s ability to gen-
erate and obtain adequate amounts of
cash to meet its requirements and its
plans for cash in the short-term (i.e.,
the next 12 months from the most re-
cent fiscal period end required to be
presented) and separately in the long-
term (i.e., beyond the next 12 months).
The discussion should analyze material
cash requirements from known con-
tractual and other obligations. Such
disclosures must specify the type of ob-
ligation and the relevant time period
for the related cash requirements. As
part of this analysis, provide the infor-
mation in paragraphs (b)(1)(i) and (ii)
of this section.

(i) Liquidity. Identify any known
trends or any known demands, commit-
ments, events or uncertainties that
will result in or that are reasonably
likely to result in the registrant’s li-
quidity increasing or decreasing in any
material way. If a material deficiency
is identified, indicate the course of ac-
tion that the registrant has taken or
proposes to take to remedy the defi-
ciency. Also identify and separately de-
scribe internal and external sources of
liquidity, and briefly discuss any mate-
rial unused sources of liquid assets.

(i1) Capital resources. (A) Describe the
registrant’s material cash require-
ments, including commitments for cap-
ital expenditures, as of the end of the
latest fiscal period, the anticipated
source of funds needed to satisfy such
cash requirements and the general pur-
pose of such requirements.

(B) Describe any known material
trends, favorable or unfavorable, in the
registrant’s capital resources. Indicate
any reasonably likely material changes
in the mix and relative cost of such re-
sources. The discussion must consider
changes among equity, debt, and any
off-balance sheet financing arrange-
ments.

(2) Results of operations. (i) Describe
any unusual or infrequent events or
transactions or any significant eco-
nomic changes that materially affected
the amount of reported income from
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continuing operations and, in each
case, indicate the extent to which in-
come was so affected. In addition, de-
scribe any other significant compo-
nents of revenues or expenses that, in
the registrant’s judgment, would be
material to an understanding of the
registrant’s results of operations.

(ii) Describe any known trends or un-
certainties that have had or that are
reasonably likely to have a material
favorable or unfavorable impact on net
sales or revenues or income from con-
tinuing operations. If the registrant
knows of events that are reasonably
likely to cause a material change in
the relationship between costs and rev-
enues (such as known or reasonably
likely future increases in costs of labor
or materials or price increases or in-
ventory adjustments), the change in
the relationship must be disclosed.

(iii) If the statement of comprehen-
sive income presents material changes
from period to period in net sales or
revenue, if applicable, describe the ex-
tent to which such changes are attrib-
utable to changes in prices or to
changes in the volume or amount of
goods or services being sold or to the
introduction of new products or serv-
ices.

(3) Critical accounting estimates. Crit-
ical accounting estimates are those es-
timates made in accordance with gen-
erally accepted accounting principles
that involve a significant level of esti-
mation uncertainty and have had or
are reasonably likely to have a mate-
rial impact on the financial condition
or results of operations of the reg-
istrant. Provide qualitative and quan-
titative information necessary to un-
derstand the estimation uncertainty
and the impact the critical accounting
estimate has had or is reasonably like-
ly to have on financial condition or re-
sults of operations to the extent the in-
formation is material and reasonably
available. This information should in-
clude why each critical accounting es-
timate is subject to uncertainty and,
to the extent the information is mate-
rial and reasonably available, how
much each estimate and/or assumption
has changed over a relevant period, and
the sensitivity of the reported amount
to the methods, assumptions and esti-
mates underlying its calculation.

17 CFR Ch. Il (4-1-21 Edition)

Instructions to paragraph (b): 1. Gen-
erally, the discussion must cover the
periods covered by the financial state-
ments included in the filing and the
registrant may use any presentation
that in the registrant’s judgment en-
hances a reader’s understanding. A
smaller reporting company’s discussion
must cover the two-year period re-
quired in §§210.8-01 through 210.8-08 of
this chapter (Article 8 of Regulation S—
X) and may use any presentation that
in the registrant’s judgment enhances
a reader’s understanding. For reg-
istrants providing financial statements
covering three years in a filing, discus-
sion about the earliest of the three
years may be omitted if such discus-
sion was already included in the reg-
istrant’s prior filings on EDGAR that
required disclosure in compliance with
§229.303 (Item 303 of Regulation S-K),
provided that registrants electing not
to include a discussion of the earliest
yvear must include a statement that
identifies the location in the prior fil-
ing where the omitted discussion may
be found. An emerging growth com-
pany, as defined in §230.405 of this
chapter (Rule 405 of the Securities Act)
or §240.12b-2 of this chapter (Rule 12b-
2 of the Exchange Act), may provide
the discussion required in paragraph
(b) of this section for its two most re-
cent fiscal years if, pursuant to Section
T(a) of the Securities Act of 1933 (15
U.S.C. T7g(a)), it provides audited fi-
nancial statements for two years in a
Securities Act registration statement
for the initial public offering of the
emerging growth company’s common
equity securities.

2. If the reasons underlying a mate-
rial change in one line item in the fi-
nancial statements also relate to other
line items, no repetition of such rea-
sons in the discussion is required and a
line-by-line analysis of the financial
statements as a whole is neither re-
quired nor generally appropriate. Reg-
istrants need not recite the amounts of
changes from period to period if they
are readily computable from the finan-
cial statements. The discussion must
not merely repeat numerical data con-
tained in the financial statements.

3. Provide the analysis in a format
that facilitates easy understanding and
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that supplements, and does not dupli-
cate, disclosure already provided in the
filing. For critical accounting esti-
mates, this disclosure must supple-
ment, but not duplicate, the descrip-
tion of accounting policies or other dis-
closures in the notes to the financial
statements.

4. For the liquidity and capital re-
sources disclosure, discussion of mate-
rial cash requirements from known
contractual obligations may include,
for example, lease obligations, pur-
chase obligations, or other liabilities
reflected on the registrant’s balance
sheet. Except where it is otherwise
clear from the discussion, the reg-
istrant must discuss those balance
sheet conditions or income or cash flow
items which the registrant believes
may be indicators of its liquidity con-
dition.

5. Where financial statements pre-
sented or incorporated by reference in
the registration statement are required
by §210.4-08(e)(3) of this chapter (Rule
4-08(e)(3) of Regulation S-X) to include
disclosure of restrictions on the ability
of both consolidated and unconsoli-
dated subsidiaries to transfer funds to
the registrant in the form of cash divi-
dends, loans or advances, the discus-
sion of liquidity must include a discus-
sion of the nature and extent of such
restrictions and the impact such re-
strictions have had or are reasonably
likely to have on the ability of the par-
ent company to meet its cash obliga-
tions.

6. Any forward-looking information
supplied is expressly covered by the
safe harbor rule for projections. See 17
CFR 230.175 [Rule 175 under the Securi-
ties Act], 17 CFR 240.3b-6 [Rule 3b-6
under the Exchange Act], and Securi-
ties Act Release No. 6084 (June 25, 1979).

7. All references to the registrant in
the discussion and in this section mean
the registrant and its subsidiaries con-
solidated.

8. Discussion of commitments or obli-
gations, including contingent obliga-
tions, arising from arrangements with
unconsolidated entities or persons that
have or are reasonably likely to have a
material current or future effect on a
registrant’s financial condition,
changes in financial condition, reve-
nues or expenses, results of operations,
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liquidity, cash requirements or capital
resources must be provided even when
the arrangement results in no obliga-
tions being reported in the registrant’s
consolidated balance sheets. Such off-
balance sheet arrangements may in-
clude: Guarantees; retained or contin-
gent interests in assets transferred;
contractual arrangements that support
the credit, liquidity or market risk for
transferred assets; obligations that
arise or could arise from variable inter-
ests held in an unconsolidated entity;
or obligations related to derivative in-
struments that are both indexed to and
classified in a registrant’s own equity
under U.S. GAAP.

9. If the registrant is a foreign pri-
vate issuer, briefly discuss any perti-
nent governmental economic, fiscal,
monetary, or political policies or fac-
tors that have materially affected or
could materially affect, directly or in-
directly, its operations or investments
by United States nationals. The discus-
sion must also consider the impact of
hyperinflation if hyperinflation has oc-
curred in any of the periods for which
audited financial statements or
unaudited interim financial statements
are filed. See §210.3-20(c) of this chap-
ter (Rule 3-20(c) of Regulation S-X) for
a discussion of cumulative inflation
rates that may trigger the requirement
in this instruction 9 to this paragraph
(o).

10. If the registrant is a foreign pri-
vate issuer, the discussion must focus
on the primary financial statements
presented in the registration statement
or report. The foreign private issuer
must refer to the reconciliation to
United States generally accepted ac-
counting principles and discuss any as-
pects of the difference between foreign
and United States generally accepted
accounting principles, not discussed in
the reconciliation, that the registrant
believes are necessary for an under-
standing of the financial statements as
a whole, if applicable.

11. The term statement of comprehen-
sive income is as defined in §210.1-02 of
this chapter (Rule 1-02 of Regulation
S-X).

(c) Interim periods. If interim period
financial statements are included or
are required to be included by 17 CFR
210.3 [Article 3 of Regulation S-X], a
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management’s discussion and analysis
of the financial condition and results of
operations must be provided so as to
enable the reader to assess material
changes in financial condition and re-
sults of operations between the periods
specified in paragraphs (¢)(1) and (2) of
this section. The discussion and anal-
ysis must include a discussion of mate-
rial changes in those items specifically
listed in paragraph (b) of this section.

(1) Material changes in financial condi-
tion. Discuss any material changes in
financial condition from the end of the
preceding fiscal year to the date of the
most recent interim balance sheet pro-
vided. If the interim financial state-
ments include an interim balance sheet
as of the corresponding interim date of
the preceding fiscal year, any material
changes in financial condition from
that date to the date of the most re-
cent interim balance sheet provided
also must be discussed. If discussions of
changes from both the end and the cor-
responding interim date of the pre-
ceding fiscal year are required, the dis-
cussions may be combined at the dis-
cretion of the registrant.

(2) Material changes in results of oper-
ations. (i) Discuss any material changes
in the registrant’s results of operations
with respect to the most recent fiscal
year-to-date period for which a state-
ment of comprehensive income is pro-
vided and the corresponding year-to-
date period of the preceding fiscal year.

(ii) Discuss any material changes in
the registrant’s results of operations
with respect to either the most recent
quarter for which a statement of com-
prehensive income is provided and the
corresponding quarter for the pre-
ceding fiscal year or, in the alter-
native, the most recent quarter for
which a statement of comprehensive
income is provided and the imme-
diately preceding sequential quarter. If
the latter immediately preceding se-
quential quarter is discussed, then pro-
vide in summary form the financial in-
formation for that immediately pre-
ceding sequential quarter that is sub-
ject of the discussion or identify the
registrant’s prior filings on EDGAR
that present such information. If there
is a change in the form of presentation
from period to period that forms the
basis of comparison from previous peri-

17 CFR Ch. Il (4-1-21 Edition)

ods provided pursuant to this para-
graph, the registrant must discuss the
reasons for changing the basis of com-
parison and provide both comparisons
in the first filing in which the change
is made.

Instructions to paragraph (c): 1. If in-
terim financial statements are pre-
sented together with financial state-
ments for full fiscal years, the discus-
sion of the interim financial informa-
tion must be prepared pursuant to this
paragraph (c) and the discussion of the
full fiscal year’s information must be
prepared pursuant to paragraph (b) of
this section. Such discussions may be
combined. Instructions 2, 3, 4, 6, 8, and
11 to paragraph (b) of this section apply
to this paragraph (c).

2. The registrant’s discussion of ma-
terial changes in results of operations
must identify any significant elements
of the registrant’s income or loss from
continuing operations which do not
arise from or are not necessarily rep-
resentative of the registrant’s ongoing
business.

[86 FR 2126, Jan. 11, 2021]

§229.304 (Item 304) Changes in and
disagreements with accountants on
accounting and financial disclosure.

(a)(1) If during the registrant’s two
most recent fiscal years or any subse-
quent interim period, an independent
accountant who was previously en-
gaged as the principal accountant to
audit the registrant’s financial state-
ments, or an independent accountant
who was previously engaged to audit a
significant subsidiary and on whom the
principal accountant expressed reli-
ance in its report, has resigned (or indi-
cated it has declined to stand for re-
election after the completion of the
current audit) or was dismissed, then
the registrant shall:

(i) State whether the former account-
ant resigned, declined to stand for re-
election or was dismissed and the date
thereof.

(ii) State whether the principal ac-
countant’s report on the financial
statements for either of the past two
years contained an adverse opinion or a
disclaimer of opinion, or was qualified
or modified as to uncertainty, audit
scope, or accounting principles; and
also describe the nature of each such

416



		Superintendent of Documents
	2022-02-16T08:39:59-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




